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Stat e Corporation Comm ssion CASE NO. PUE010306

Ex Parte: In the matter of
consi dering requirenments
relating to wires charges
pursuant to the Virginia
Electric Uility
Restructuring Act

FI NAL ORDER

The State Corporation Conm ssion ("Conm ssion") instituted
this proceedi ng on June 13, 2001, pursuant to our obligations
under 8 56-583 of the Virginia Electric Utility Restructuring
Act (8 56-577 et seq. of the Code of Virginia)("the Act"), to
establish wires charges for each incunbent electric utility to
be effective upon the commencenent of retail custoner choice in
t he selection of electric suppliers.

Section 56-583 A directs that wires charges shall be the
excess, if any, of the incunbent electric utility's capped
unbundl ed rates for generation over the projected market prices
for generation. The projected market prices for generation as

determ ned by the Conm ssion shall be adjusted for any projected


http://www.state.va.us/scc/contact.htm#General

cost of transm ssion, transmission |ine |osses, and ancillary
services subject to FERC jurisdiction that the utility nust
incur to sell its generation and cannot otherw se recover in
rates subject to state or federal jurisdiction. The Conm ssion
shall adjust wires charges not nore frequently than annually and
shall seek to coordi nate such adjustnents with any adjustnents
of capped rates pursuant to 8 56-582.

Qur June 13, 2001, Order Establishing Proceeding directed,
anong other things, each utility initiating retail custoner
choice in its service territory in 2002 to file a wires charge
proposal that, at a mninmum details the issues of timng and
coordi nation of adjustments, nmarket price determ nation, and
rate design issues. The order directed the Conmm ssion Staff, and
permtted interested parties, to file a response to the
utilities' proposals.

Wres charge proposals were filed on July 17, 2001, by
Appal achi an Power Conpany, d/b/a Anmerican Electric Power
("AEP"), Virginia Electric and Power Conpany, d/b/a Dom nion
Virginia Power ("DVP"),! and the Virginia electric distribution

cooperatives? together with the Virginia, Mryland & Del anare

1 DVP filed revisions to its proposal on July 27, 2001.

2 A&N El ectric Cooperative, BARC Electric Cooperative, Central Virginia

El ectric Cooperative, Comrunity Electric Cooperative, Craig-Botetourt

El ectric Cooperative, Mecklenburg Electric Cooperative, Northern Neck

El ectric Cooperative, Inc., Northern Virginia Electric Cooperative, Powel
Val l ey Electric Cooperative, Prince George Electric Cooperative, Rappahannock



Associ ation of Electric Cooperatives (collectively, "the
Cooperatives"). DVP s proposal included a wires charge rate
design. AEP did not include a specific rate design proposal in
its filing. AEP stated that it intended to address this inits
functional separation filing, Case No. PUE010011.

The Cooperatives, which are not required to inplenent
retail choice in their service territories until 2004, did not
make a conprehensive wires charge proposal although their filing
did include proposals relative to certain elenents of wires
charge determ nations. The Cooperatives proposed the use of
forward market prices of sufficiently |liquid, nearby markets,
and that there be a single market price for use in each
cooperative's service territory. The Cooperatives also noted
that their current bundl ed rates do not contain seasonal pricing
features, but that they may, at a later date, propose
establishing wires charges that vary by season

The Cooperatives al so nade a proposal concerning nonthly
fuel adjustnents through the Wol esal e Power Cost Adj ustnent
("WPCA") clause for nenbers of A d Dom nion Electric
Cooperative. In addition to having the fuel adjustnent
provi sion of the WPCA continue to be applied for bundl ed service

on a nonthly basis consistent with past practice, the

El ectric Cooperative, Shenandoah Valley Electric Cooperative, and Sout hside
El ectric Cooperative, Inc.



Cooperatives propose that, for custoners who shop for

generation, the projected market price be adjusted along with
mont hly fuel adjustnents resulting in the fuel adjustnent not
causing a change in the wires charge. Thus, the Cooperatives
propose that there be a nonthly fuel adjustnent to market prices
to track the Cooperatives' WPCA fuel adjustnents in order to

mai ntain a stable annual w res charge.

The Pot omac Edi son Conpany, d/b/a Allegheny Power, also
made a filing on July 20, 2001, although not a wires charge
proposal per se. It stated its interest in the concepts that
wi |l be devel oped to determ ne market prices in this proceeding,
but noted that it will have neither a fuel factor nor a wires
charge during the capped rate period of the Act.

On August 6, 2001, the Commission Staff filed a report on
the utilities' proposals, and coments responding to the
proposal s were also filed by AES New Energy, Inc. ("New
Energy"”); The New Power Conpany ("New Power"); the Virginia
Committee for Fair Uility Rates and the A d Dom nion Conmttee
for Fair Uility Rates ("Industrial Conmttees"); AEP; and the
Cooperatives. Mchel A King of the dd MII Power Conpany
filed comrents on the proposals on Septenber 7, 2001.

DVP proposed using forward-I|ooking data from EnronOnline, a
whol esal e el ectric energy tradi ng exchange avail able on the

Internet, for the purpose of determ ning narket prices pursuant



to 8§ 56-583. AEP, however, asserted that the use of futures
prices at this tine is "premature and i nappropriate” and it
proposed the use of "stable and verifiable" historical prices.
Because these proposals of Virginia's two |argest investor owned
electric utilities contained very different approaches with
respect to the use of historical or forward-|ooking data for the
determ nation of market prices for generation, we scheduled a
hearing to receive evidence on the issue of market price
determ nation. W directed AEP and DVP to file testinony
addressi ng the specific reconmendations contained in the Staff's
August 6, 2001 Report,® and we pernitted the parties and Staff to
also file testinony or additional conments. New Energy and the
I ndustrial Commttees filed additional comments on Septenber 7,
and, as noted, M. King filed his initial conments at this tine.
In DVP's testinony filed Septenber 6, 2001, and AEP' s

testinmony filed Septenber 7, 2001, these incunbent electric

3 .
Those reconmendati ons were:

1) DVP' s proposed nethod shoul d be seriously considered for adoption
for as | arge a geographic portion of the Conmonweal th as possi bl e,
subject to the eventual RTO structure applicable to Virginia and the
caveats expressed in Section V of [the Staff] Report relating to
transm ssi on cost adjustnments and base data collection tinme periods.

2) The Conmi ssion should further explore the bedrock issue regarding
the appropriateness of the use of EnronOnline data for the purpose
of projecting market prices for generation.

3) Should a market price deternination nethod based on historical data
be adopted for use in the AEP-VA service territory for 2002, the
nmet hod shoul d be the one approved by the Commi ssion for the AEP-VA
pilot in Case No. PUE980814.



utilities made significant changes to their original market
price determ nation proposals in response to the Staff Report.

DVP proposed four principal changes: (1) using Platts Energy

Trader ("Platts"), a reporting service publication, as an

alternative data source to EnronOnline for on-peak pricing data,;
(2) reducing the nunber of trading hubs fromfive (C nergy,
Commonweal t h Edi son, PIJM West, TVA, and Sout hern Conpany) to two
(G nergy and PIJM West); (3) expanding the base data coll ection
period for forward market information fromone to five days; and
(4) using a different | oad-weighted ratio for the purpose of
devel opi ng shaped prices than what was proposed in its initia
filing.

DVP proposed Platts as its data source for forward on-peak
prices after the Staff expressed concerns about the transparency
of pricing information from EnronOnline given its proprietary
nature. DVP stated that Platts is a readily accessible
publication providing daily forward nmarket "assessnents" that,
according to Platts, are based on nmarket surveys of active
buyers and sellers and refl ect actual transactions and bids and
offers. Platts characterizes its assessnents as the nost

representative prices of the day.*

4 Platts states that its assessnments “take[] into consideration both
transactions and bids and offers that occur after those deals are done and
reflects changes in the market up to the end of the day.” Exh. DFK-2, Rev.
Appendi x 1, at 2.



Platts publishes daily forward market assessnents for six
tradi ng hubs across the country; however, those six include only
two of the five trading hubs included in DVP s original
EnronOnl i ne proposal, Cnergy and PIM West. DVP therefore
proposes to reduce the nunber of price points to these two
tradi ng hubs.?®

Because Platts does not currently provide forward market

assessnments for off-peak contracts for 2002, DVP addressed
concerns of liquidity and price transparency at trading hubs for
of f-peak contracts by using pricing data fromtwo |nternet-based
electricity tradi ng exchanges, Intercontinental Exchange ("I CE")
and TradeSpark, together with EnronOnline. DVP proposed this as
an interimarrangenent until a news source such as Platts begins
reporting forward nmarket assessnents for off-peak contracts.
DVP woul d take the off-peak forward market bids and offers from
Cinergy and PJM West fromthe three sources, |ICE, TradeSpark,
and EnronOnline; select the source with the small est spread
between the bid and offer prices; and then use the offer side of
t he market price quote.

Next, DVP responded to Staff's concern with the conpany's

original proposal of using a single day's price data by now

> DVP stated that it would be appropriate to include any of the additional
three hubs if the hub(s) were to becone nore active and liquid and Platts
began publishing their on-peak forward price data prior to the Conm ssion
setting market prices for generation for 2002.



proposi ng to use five consecutive and concurrent busi ness days,
with the days selected as late in the year as possible to ensure
t he nost accurate determ nation.

The final change fromDVP' s initial proposal was to
substitute nont h-end and year-end | oad-wei ghted ratios for on-
peak and of f-peak hours, respectively, instead of using naxi num
| oad-wei ghted ratios, to devel op | oad-shaped forward market
prices.

DVP al so addressed, in its Septenber 6, 2001, pre-filed
testinmony, the Staff recommendati on that the conmpany use actua
net transm ssion expense information obtained from DVP' s on-
going pilot programto devel op a transm ssion cost adjustment to
mar ket prices pursuant to 8 56-583 A of the Act. DVP had
proposed a nethod that adjusts forward narket price data by
transm ssion costs that are expected to prevail in the Alliance
RTO. DVP contends that it would be inconsistent to use a
transm ssi on adj ustnent based on actual historical expenses when
using forward market information to determ ne market prices.

DVP al so noted that its pilot is on-going and thus the
information in its transm ssion cost report for the pilots filed
May 15, 2001, is inconplete.

AEP nodified its original proposal by offering to use

forward prices instead of historical prices for market price

determ nation. It proposed using the highest bid price from



anong four independent exchanges (I CE, Bl oonberg Power Match,
Altra Al Trade, and TradeSpark) at a single hub, G nergy. AEP
proposed taking forward prices on the last trading day of
Septenber at 2:00 p.m Eastern Tine.

AEP stated that the use of a forward price at the C nergy
hub is the nost representative of the price for which its
di spl aced power would be sold. AEP pointed out that from anong
the five Mdwestern trading hubs used in the market price
calculation inits retail pilot, the C nergy hub accounted for
60 percent of the market's total transactions over the period
from January 28 to Cctober 31, 2000, wth the next highest
accounting for only 17 percent.

AEP stated that the PIJIM West trading hub is not
representative of the market for its displaced power because it
is not directly interconnected to that hub. AEP further stated
t hat hubs other than Ci nergy have been subject to transm ssion
constraints and congestion that have restricted sal es of power
fromM dwest markets including AEP. AEP noted that it could not
sell all of its displaced power at the highest priced hub every
ti me because of transm ssion constraints.

As noted, both DVP and AEP proposed to adjust the market

price for generation for transm ssion and ancillary service



charges that assume the Alliance RTOis operational.® The Staff
recomrended that actual net transm ssion expense information
obtained fromthe retail access pilot (in the case of DVP) be
used to devel op transm ssion cost adjustnents to market prices.
New Ener gy recommended that market prices be increased by
transm ssion, ancillary, and transm ssion | oss expenses incurred
in purchasing electricity. New Energy al so contended that

mar ket prices should include retail adm nistrative costs

associ ated wth retail sales.

M. King proposed that no utility should be able to collect
wires charges during a period for which it anticipates to nmake a
profit on its off-system sal es of displaced generation.

M. King did not object to short-termprofits being netted
agai nst short-term| osses, but opposed the collection of wires
charges where profits are earned over a year or nore.

Certain wires charge issues related to rate design were
al so raised in this proceeding, although not the subject of the
hearing limted to market price determ nation. DVP proposed as
a wres charge solution to "seasonal gam ng" issues that any

negative wres charge "revenue"’ that occurs froma seasonal

6 AEP stated that it proposed such adjustnents as part of its functional
separation filing in Case No. PUE010011.

” Al'though DVP, and others in this case, including the Staff, have used the

termnegative wires charge "revenue," it is understood that by statute there
will be no negative wires charges and, thus, no actual "revenues" wll| be
generated fromits theoretical application. In sumer nonths, however, when

10



mar ket price exceedi ng the enbedded cost of generation in any
rate el ement of a particular rate schedul e not be netted agai nst
any positive wires charge revenue in other rate elenents within
the same rate schedule.® The Staff stated it does not object to
the use of seasonal wi res charges where feasible to deal with
seasonal gam ng issues. The Staff advocated netting any
"revenues" received as a result of not having a negative wres
charge agai nst positive wires charge revenues collected in rate
el enents where the wires charge was positive.

New Energy shared the Staff's view in supporting seasonal
wi res charges, and the netting of any positive wires charges in
one season with any revenues fromzero wires charges in another
season where they woul d have been negative. New Energy
expl ai ned that such netting would prevent potential ganming by a
utility loading up one season with high wires charges, while
creating a large negative wires charge position (which by | aw

woul d be zero) in another season.

the incunbent utilities’ capped unbundl ed generation rate m ght be exceeded
by the market price for generation, the actual wires charge will be zero by
| aw, even though nmathematically the wires charge woul d be | ess than zero.
The issue is whether revenues froma positive wires charge in base nonths
shoul d be offset by the effect of what nathematically woul d have been a
negati ve sumer wires charge in sunmer nonths.

8 DvP stated that it would net negative wires charges agai nst positive wres

charges for rate schedul es that have a mninmum stay provision. The

Commi ssi on has recently pronul gated regul ati ons concerni ng custoner m ni num
stay period requirenents in a separate proceeding. See Case No. PUE010296,
Fi nal Order, Cctober 9, 2001.

11



The Industrial Conmttees al so supported netting what woul d
have been a negative wires charge for one rate el enent agai nst
any positive wires charges occurring in the other rate el enents
of the sane rate schedule. They stated that DVP' s proposal
would result in a wndfall to the utility and a shopping credit
to custoners and conpetitive service providers ("CSPs") bel ow
the market price. The Industrial Commttees submtted that the
prohibition in the Act agai nst negative wi res charges was
intended to prevent a situation in which the utility would, in
effect, be paying custoners to shop. They noted that this does
not occur when the utility, wth respect to a specific custoner
on a specific rate schedul e and account, has different rate
elements for its wires charges, sone of which would be negative
and sonme positive. In this instance, the Industrial Commttees
asserted, the revenue not returned to the custoner when the
negative rate elenment is zeroed out should be reflected in a
| owering of the rate elenment for the positive wires charge.

M. King opposed seasonal w res charges and contended t hat
capped rates should be restructured away from seasonally
| evelized rates. M. King al so opposed not netting any revenues
from negative rate el enents agai nst positive ones in
establishing wires charges.

As to the issue of timng and coordi nati on of adjustnents,

all parties and the Staff generally agreed that any adjustnents

12



to wires charges should be tined to coordinate with changes in
fuel factor adjustnments and capped generation rates, and that
t hese changes should be in place no | ater than Novenber 1 of
each year to be effective for the follow ng cal endar year.? The
parties recogni zed the chall enge in achieving such coordination
this year in view of the current status of related restructuring
proceedi ngs at the Conmm ssi on.

The hearing to receive evidence on the market price
determ nati on i ssues was convened at the Comm ssion on Septenber
19, 2001. Appearances were made by counsel for the Conmm ssion's
Staff, DVP, AEP, the Cooperatives, Allegheny Power, AES New
Ener gy, The New Power Conpany, and the Industrial Conmttees.
M. King appeared pro se. Testinony was received from M. David
F. Koogler, M. Gegory J. Mdxrgan, Dr. Janes R Haltiner, and
M. Andrew J. Evans for DVP;, M. Bruce Braine and Ms. Laura J.

Thomas for AEP;, and M. Howard M Spinner for the Staff.

® The Industrial Conmittees, however, urged that initial market prices and
wires charges be set for a period |longer than 12 nonths so as to create an
incentive for customers and CSPs to contract for nore than 12 nonths and have
contracts that straddl e nore than one cal endar year. They proposed that

mar ket prices and wires charges be set for a 20-nonth peri od.

New Energy stated that annual filings for market prices, wires charges, and
fuel adjustnents only 60 days prior to their effective date will render CSPs’
conpliance with the Conmi ssion’s "class drop" provisions inpossible. Qur
Retail Access Rules require CSPs to give 60 days notice to the Conmi ssion

the incunbent electric utility, and the custonmer before termnating an entire
custoner class of custonmers. New Energy recomended that we either shorten
the drop notification requirenents to 30 days, or extend the timng of annua
filings to 75 days prior to becom ng effective.

13



M. Koogler testified that DVP and AEP had entered
di scussi ons anong the conpanies to attenpt to further narrow the
di fferences between the conpani es' proposals. He stated that
t he conpani es concluded that it is reasonable for the sane
source or sources of forward market information to be used to
determ ne projected market prices for generation.

M. Braine for AEP testified that his conpany agrees with
DVP in using the el ectronic exchange format for off-peak prices,
but also that it prefers to use the exchanges for on-peak prices
as well. He states that ICEis by far the nost liquid of the
exchanges and that AEP woul d agree to use that exchange solely
rather than all four of the exchanges it initially proposed.

NOW THE COW SSI ON, upon consi deration of the record and
the applicable statutes and rules, is of the opinion and finds
that the wires charge proposals of DVP and AEP shoul d be

adopted, as nodified herein, for the 2002 cal endar year period.*°

10 On October 30, 2001, in AEP's functional separation proceeding (Case No.
PUEO10011), AEP, the Staff, and other parties presented to the Conmm ssion a
Stipul ati on wherein AEP agreed not to inpose a wires charge during cal endar
year 2002. The Stipulation did not preclude annual review and establishnent
of wires charges for periods after cal endar year 2002, and the Stipulation
stated that, except as otherw se specified, it shall not be deened to
constitute a waiver of any right or argument in any state or federa
proceedi ng. Conmi ssion approval of this Stipulation is pending in Case No.
PUEO10011. Because the effect of AEP's waiver of a wires charge is limted
to 2002, and the conpany does not waive its rights or argunents raised in
ot her proceedings, we will decide the litigated issues in this proceeding

and, absent subsequent findings to the contrary, our decisions herein will be
bi ndi ng on AEP at such tine that it nmay seek to inpose a wires charge. W
will also direct that it performthe cal cul ati ons and nake the filings

required by this Order. Then, should AEP seek to inpose a wires charge in
the future there should be no m sunderstandi ngs concerni ng how t he
cal cul ations and determ nations leading to the wires charge should be nade.

14



W will not at this tine seek to adopt by rule any particul ar
nmet hodol ogy for determ ning market prices as nmany aspects of the
process for determ ning wires charges, including the rel evant
mar kets for generation, are evolving and thus maintaining
flexibility is warranted. !

For DVP, we will accept in part its revised proposal for
determ ni ng market prices using forward price data fromthe
Cinergy and PJM West trading hubs as reported in Platts for on-
peak electricity, and, for off-peak, using pricing data from
EnronOnl i ne, and the Internet exchanges | CE and TradeSparK.
However, we will also incorporate for DVP el enents of AEP s
proposal, nanely the use of I CE for on-peak electricity prices.
We believe it is appropriate to include prices froman actual
exchange and the evi dence denonstrates that | CE has
significantly nore trading volune for the relevant markets than

ot her exchanges. !?

Since no electric distribution cooperative has advi sed the Comm ssion
that it intends to inplement custoner choice in its service territory
begi nni ng January 1, 2002, and due to the lack of a conprehensive wires
charge proposal, we do not at this time adopt a w res charge nethodol ogy for
any of the Cooperatives and we will defer ruling on proposals unique to them
i ncluding the issue of nonthly adjustnments in nmarket prices to correspond
with fuel adjustments. Any cooperative intending to offer retail access in
its service territory should subnmit a conprehensive, detailed wires charge
proposal for review 150 days in advance of the proposed effective date for
retail access.

1 Nor will we adopt at this tinme the Industrial Conmittees’ request for
establishing initial market prices and wires charges for a | onger period than
12 nont hs.

2 10, at 111.
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Al parties and the Staff now agree that it is proper to
use forward-|ooking pricing data, and we will adopt their use at
this time as the basis for establishing market prices for
determining wires charges. Depending on market devel opnent,
however, reversion to historic pricing figures may be needed in
the future and such approach is not being forecl osed by our use
of forward prices at this tine.

To obtain neaningful and reliable forward pricing data at
particul ar hubs fromtransparent sources it is necessary that
t he sel ected hubs be sufficiently |iquid. W find it is
appropriate to forego collecting prices fromthree of the five
hubs originally proposed by DVP (Conmonweal th Edi son, TVA, and
Sout hern Conpany) that are not reported by Platts due to their
current illiquidity. The record indicates that the elimnation
of these three hubs from consideration should not unduly
influence the ultimate determ nation of market prices based on
Cinergy and PJM West .13

To arrive at on-peak base nmarket prices for prices into
Cinergy, DVP shall take the daily forward assessnments from

Platts, and the wei ghted average price/ m dpoint fromICE * and

13 See DVP July 17, 2001, filing, Appendix 1

4 W agree with the position of New Energy that a bal anced approach to the

i ssue of whether to use the bid or offer price would be to use the m dpoint
of the bid and offer spread. New Energy notes that many broker transactions
that are consunmated conme close to this mdpoint position. As noted, the
Platts daily assessnent takes into consideration both bids and offers, and

16



average the two prices fromthese sources to arrive at average
mar ket prices for Cinergy. The sanme procedure shall be followed
to arrive at average market prices at PJM West. The hi gher of
the two averaged prices for Cinergy and PJM West, for each
contract period, shall then be used as the on-peak base narket
prices. !

W will adopt DVP's proposal for off-peak prices whereby
DVP will collect data fromthe Internet exchanges EnronOnli ne,
| CE, and TradeSpark, for each of the two hubs, C nergy and PJM
West. For each day fromwhich prices are taken at the three
exchanges, the exchange with the smallest spread between the
bid and ask prices shall be selected for each hub, with the
m dpoi nts of such spread then used to arrive at an average

price for each of the two hubs. The higher of the two averaged

thus it would appear to render prices consistent with the average/ m dpoi nt
prices fromtradi ng exchanges such as EnronOnline, |ICE, and TradeSpark.

15 gpecifically, on-peak pricing data shall be collected for a one-year
forward “strip” incorporating forward contracts for the periods from Decenber
2001 t hrough November 2002. As discussed in this Oder, infra, we wll
require that data be collected on 10 days. Thus, for each price point
(Cinergy and PJM West) there will be 10 days of data for each forward
contract period fromPlatts, and 10 days of data for each forward contract
period fromICE. For Cinergy, the 10 daily prices fromPlatts for each
contract period shall be averaged to arrive at an average Platts price for
each of the contract periods for delivery into Cinergy. Sinmlarly, the 10
daily prices fromICE for each contract period shall be averaged to arrive at
an average I CE price for each of the contract periods for delivery into
Cinergy. These Cinergy prices (for each contract period) fromPlatts and | CE
shall then be averaged to arrive at an average Cinergy price for each on-peak
contract period. Average PJM West contract prices shall be determined in the
same manner using Platts and |CE. For each contract period, the higher of
the average contract price for Cinergy and PJM West will then be used as the
base on-peak nmarket price for generation.

17



prices for Ci nergy and PJM West shall then be used as the off-
peak market price.!®

AEP proposed to use forward prices fromthe C nergy hub
only, with both on-peak and off-peak prices obtained from an
el ectroni c exchange, using either ICE solely, or ICEwth
Bl oonberg Power Match, Altra Al Trade, and TradeSpark. W wll
have AEP use the sane data sources as DVP for on-peak prices,
| CE and Platts. The evidence shows that prices posted on |ICE
are consistent wth the assessnents reported by Platts for the
same hubs. Considering both pricing sources should ensure that
conprehensi ve on-peak data is obtained.

As with data collection for on-peak prices, we will also
have AEP use the sanme nmultiple data sources as DVP for off-peak
pricing data, EnronOnline, |ICE, and TradeSpark. The use of these
t hree exchanges shoul d adequately capture activity across the

entire market, and by taking an averaged m dpoint price fromthe

16 Specifically, data shall be collected from EnronOnline, ICE, and
TradeSpark, for Decenber 2001 through Novenmber 2002, for off-peak prices at
both Cinergy and PJM West. Prices shall be collected on the 10 days
specified in this Oder. Each day, taking the 3 bid and offer prices from
each exchange for Cinergy, the exchange with the narrowest bid and offer
spread shall be selected, with the m dpoint of this narrowest spread
deternmined. The 10 m dpoints from whi chever exchange has the narrowest
spread on each of the 10 days data is collected shall then be averaged to
arrive at what will be considered the forward of f-peak nmarket price for
Cinergy. The off-peak nmarket price for PJM West shall be calculated in the
same manner, using the three exchanges and determ ning each day the exchange
with the narrowest bid and offer spread, with the m dpoints of the 10
narrowest bid and offer spreads from each day averaged to becone the forward
of f-peak nmarket price for PIM West. The higher of these Cinergy and PJM West
prices shall be used as the base off-peak narket price for generation.
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exchange with the narrowest bid and offer spread should ensure
the elimnation of any upward bias in prices in the event of any
"out of market" offers.

We will also require that AEP use prices at the PIJM West
hub in addition to Cinergy in determ ning both on-peak and off-
peak market prices for its displaced generation. AEP shal
enpl oy the sane nethod as we have prescribed for DVP to arrive
at base market prices fromthe higher of Cinergy and PJM West.

AEP contends that PJIM West is a | ess relevant market for
its displaced power than is Cinergy and that to base its wres
charges on market prices fromthe higher of these two hubs m ght
result in AEP under-collecting for its displaced power sales.?’
The evi dence shows that AEP does however, sell power to both
Cinergy and PJM West, as well as at other hubs.!® The conpany
al so has the ability to, and indeed does, make direct bilatera

sales to neighboring utilities. It presumably will continue to

7 AEP Wtness Braine stated PIM West is physically accessible to AEP
“probably |l ess than half the tine.” Tr. at 155.

® M. Braine explained at the hearing that the figures in his pre-filed

testi mony showi ng 60 percent of “total transactions” at the Cinergy hub, with
t he next highest hub only accounting for 17 percent, apply to narket
transactions as a whole anmobng 5 hubs rather than to the percentage of AEP s
transactions. Tr. at 128-31. M. Braine testified that he does not know if
AEP has studied or perforned any analysis to determ ne precisely what
percentages of its sales occur where and at what prices, but that these
figures are representative of where AEP' s transactions take place. He stated
that Commonweal th Edi son is the hub with the next highest sales and that
while he did not have the exact figure, the 17 percent figure for nmarket
transactions at that hub is approximately representative of AEP s sales
there. 1d. at 131-34.
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make such bil ateral sal es when a higher price can be obtained
there than at one of the trading hubs through an exchange.

Wiile it is true that AEP may not al ways be able to sell
its power at the higher of the C nergy and PJIM West hubs, it is
al so true that AEP can and does sell power to other hubs!® and
through bilateral transactions. These bilateral transactions
and sal es through other hubs nmay well be at prices above either
the Cinergy or PIM West prices. Presunably each such sale would
be at prices higher than it could receive from G nergy or PIM
West .

Using the 60%figure for sales at Cinergy as representative
of AEP' s transactions, M. Braine acknow edged that the
remai ni ng 40% of the conpany's sales at other hubs (or bilateral
transactions) could occur at prices higher than those obtai ned
at the Cinergy hub.?°

Thus, while C nergy may account for a majority of AEP' s
sal es, AEP does make sales for delivery at places other than
Cinergy, and it does so in order to get the best price for power

that it can.

1% The evidence shows that the Comonweal th Edi son hub ranks second behind the
Cinergy hub for AEP's sales. Because the Commonweal th Edi son hub is not
sufficiently liquid, it is not an appropriate price point for use in
establishing market prices. However, it is still a viable alternative for
AEP to sell into, and sales there will likely exceed either Cinergy or PIM
West prices fromtine to tine.

20 Tr. at 132-34.
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The use of forward-|ooking pricing data nmandates the
sel ection of certain trading hubs as proxies in the
determ nation of market prices for generation. By enploying
Cinergy and PJM West for this purpose it is not suggested that
AEP wi || always sell power only at the higher of these two hubs.
| nst ead, considering both hubs should result in a nore
representative proxy price than | ooking only at C nergy. Usi ng
Ci nergy al one woul d not be appropriate because AEP will in fact
make sales at a variety of points other than C nergy, and we can
assunme that AEP woul d not make these sal es at ot her points when

the prices there are bel ow prices at C nergy.

If we permt AEP to consider only a single hub, G nergy,
where the conpany purportedly transacts approximately 60 percent
of its sales, it will likely be over-collecting because it can
and i ndeed does, sell displaced power at other points. Wen AEP
nmakes sal es at places other than Cinergy, as it does
approximately 40 percent of the tinme, it presumably woul d not
have done so unless it could net a higher price for its power at
those other points than it could at Cinergy. Thus, we believe
that requiring AEP to use the higher price fromtwo |iquid hubs
creates a proper balance, and fairly reflects what the conpany
may expect to receive fromthe various options available to it

for the sale of any displaced power.
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On the issue of adjustnents to the projected market price
for generation for any projected transm ssion costs, as required
by 8§ 56-583 A, DVP shoul d use actual net transm ssion expense
information obtained fromits pilot programto develop a
transm ssion cost adjustnent to market prices. W find it to be
i nappropriate at this tinme to forecast what transaction costs
woul d prevail inasmuch as rules governing the Aliance RTO
charges are evolving. DVP should use actual net transm ssion
expense fromits pilot programto devel op a transm ssi on cost
adjustnent. DVP shall continue to collect data on their actual
expense for unitized third party sales per kWh as filed inits
report of May 15, 2001, in Case No. PUE980813, and shall update
this data through the |atest period practicable and file it with
its market price calculations as directed herein.

AEP | acks neani ngful data on such transm ssion expenses
because it has no actual experience with transm ssion costs
incurred for displaced power inits pilot. W wll require AEP
to identify transm ssion costs, on a per kW basis, paid to
third party transm ssion suppliers, associated with off-system
sal es sourced by units that would otherwi se serve Virginia
jurisdictional load. It is the sale fromthese units that would
be transmtted if AEP's Virginia custonmers choose a CSP under

retail access. AEP shall devel op proxy transm ssion cost data
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and file such on or before Decenber 3, 2001, along with work
papers that support its estinates.

For the tinme over which market-pricing data should be
coll ected, we agree with New Energy that a sufficiently |ong
period should be used to avoid any undue inpact from unusually
| ow or high prices over a few days. W find that it is
appropriate to select ten days, spread over a six to eight week
period, and wei ghted towards the nost recent weeks. The
foll om ng days shall be used: Cctober 8, 16, and 24, 2001, and
Novenber 1, 9, 12, 13, 14, 15, and 16, 2001.7%!

We accept DVP' s proposal for seasonal w res charges, except
that we will require that any revenues that woul d have been
returned in a particular season via the wires charge cal cul ation
for a rate elenment shall be considered in establishing any
positive wires charges. The conpany will have the opportunity
to be nade whole. There has been no showing of harmto the
conpany in its pilot caused by custoners |eaving and then
returning to capped rate service.

We cannot adopt M. King's recommendation to restructure
utilities' capped rates away from seasonally levelized rates
toward rates nore reflective of the expected cost of whol esal e

electricity on a seasonal basis. Redesigning rates would

2L We realize that for data collected in October the full December 2001
t hrough Novenber 2002 12-nmonth strip mght not be available. Market prices
may be cal cul ated on the data avail abl e.
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necessarily raise sonme rates and | ower others. Section 56-582
of the Act does not permt us to do that. Rates nay be adj usted
only in connection with five [imted situations, none of which
fall within the scope of M. King' s proposal rate adjustnent

pr oposal .

Nor can we inpose M. King's recomendation that a utility
shoul d not be allowed to collect wires charges during a period
for which it expects to nake a net profit on selling its
di spl aced energy over an appreciable period of tinme.?? As with
our inability to adjust base rates, we do not read the Act so as
to permt disallowance of properly cal culated wires charges
under the circunmstances M. King describes. Although the Act
does cap the rates a utility may charge, it does not cap a
utility's revenues or its profits.

New Energy proposed that market prices for generation
i nclude costs such as retail admnistrative costs and
transm ssion costs that a CSP will incur in supplying
electricity to retail custonmers. Because CSPs will incur these

costs to serve its custoners, such "retail adders" to nmarket

22 1t is not clear how “profit” would be defined under M. King s proposal as
utilities incur both fixed and variable costs in the generation of
electricity.
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prices for generation would enable a true conpari son of such
rates with the retail generation rates of a CSP.?3

New Energy stated that such cost adjustnents are needed in
order to make a fair and equitable conmparison of the market
price and the utility's price to conpare, and that the
adj ust mrents woul d pronote conpetition. W do not disagree that
all owi ng for "headroont by incorporating retail costs in market
prices would fairly recognize the costs CSPs will incur to serve
custoners, and would likely pronote conpetition. However, it
woul d not be revenue neutral to the incunbent utility.

The Act, in our view, is designed to nmake the incunbent
utility whole, with the wires charge priced to nake the utility
indifferent as to whether it recovers stranded costs through
capped rates or wires charges. Including retail costs in the
cal cul ation of market prices would not likely leave the utility
in a revenue neutral position as the Act is designed to do. W
cannot, therefore, find that the Act authorizes such action. |If
the CGeneral Assenbly determnes that this neasure is appropriate
to advance conpetition it, of course, nay anend the Act to allow

it.

2 Alternatively, New Energy woul d support a whol esal e pricing conparison
where an incunmbent utility' s retail-related costs would be subtracted from
the generation conponent of the utility's rates to reflect the true whol esal e
cost of serving custoners.
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Finally, on the issue of the timng of adjustnments to wres
charges and their coordination with changes in fuel factors and
capped generation rates, we find that going forward, utilities
shall make filings by July 1 of each year for any proposed
revisions in their fuel factor and correspondi ng changes in
capped rates, along with nmarket price proposals, so that market
prices and wires charges can be determ ned by the Conm ssion by
Cctober 1 for the follow ng cal endar year.

We recogni ze that the timng of restructuring proceedi ngs
at the Cormission in this initial year of phasing in full retail
access wll present challenges for conpetitive suppliers in
initiating their marketing efforts at the commencenent of
custoner choice in the Commonweal th. The schedul e going forward
shoul d enable CSPs to forrmulate and inpl enment pricing and
mar keting strategies sufficiently in advance to facilities their
participation in the conpetitive marketpl ace. *

Accordingly, IT IS ORDERED THAT:

(1) The generation market price nethodol ogi es for purposes
of establishing wires charges for DVP and AEP for 2002, as
revised by the conpanies in this proceedi ng, are approved as

nodi fi ed herein.

24 The determnation of market prices and wires charges 90 days prior to their
effective date should also elimnate New Energy’s concerns in conplying with
the Retail Access Rules’ class drop notice requirenents.
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(2) DVP's wires charge rate design proposal is approved, as
nodi fi ed herein.

(3) To the extent not otherw se addressed herein, AEP s
wi res charge proposal shall be considered in its functiona
separati on proceedi ng, Case No. PUEO10011.

(4) On or before Decenber 3, 2001, DVP and AEP shall file
reports show ng the results of their base market price
cal cul ations and aut horized adjustnents, with supporting data,
and after |oad shaping for each rate class, the rate cl ass
specific market prices for generation.

(5) Incunmbent electric utilities seeking to inpose a wires
charge in cal endar year 2003 and beyond shall make annual
filings by July 1 of each year for any proposed revisions in
their fuel factor and correspondi ng changes in capped rates, and
for market price proposals.

()(6) This docket shall remain open for the receipt of
reports to be filed herein and for consideration of other
matters concerning market price determ nation and wi res charges,

as they may ari se.
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